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POTENTIAL COMPETITIVE EDGE AND DETERMINING FACTORS
SHAPING THE COMPETITIVE ENVIRONMENT IN THE
ELECTRICAL POWER SUB-SECTOR
Abstract. Sources of competitive advantage of companies from the power
sector involve primarily strategic material resources such as generation assets,
accessibility of fuels and raw materials, distribution networks, staff’s
competencies as well as their expertise, innovation, entrepreneurship, and
reputation. The traditional approach to competitiveness according to which a
given enterprise’s standing is determined by cost advantage does not apply in
this case. An economy’s high competitiveness is primarily shaped by guaranteed
energy supplies at prices affordable to clients. In an environment of constant
changes in legal regulations as well as customer preferences and expectations,
instruments that enable enterprises to compete effectively are gaining in
significance, as they support each other and lead to effects of synergy. Seeking
sources of competitiveness in one advantage, be it cost or quality, does
guarantee success.
Keywords: competitive environment, electrical power sub-sector,
synergetic effect, cost advantage, innovation
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Introduction. All enterprises function in an environment in which they
enter into various relationships. It consists of various elements. Over time they
may become stronger or weaker, which brings about constant shifts, so the
environment’s basic feature is instability and turbulence. [Krupski 2005, p. 15].
Factors that affect an entity’s competitiveness should be examined in a
broad, comprehensive manner so as to take into account various connections
and interrelations between them. Competitiveness may be considered on the
level of six main economic systems i.e. micro-micro, micro, meso, macro,
regional, global [Gorynia, Łaźniewska 2009, s. 51].
The fact that competitiveness is may be very diverse results from the
impact of microeconomic, mesoeconomic, and macroeconomic variables which
affect each undertaking to a different extent. Micro-micro is the lowest level. It is
concerned with individual clients, business people, and single employees. The
next is the micro level, which relates to the level of the entire enterprise or a
household and consists of more than one consumers. Microeconomic
determinants of competitiveness are dynamic by their nature. In order to
increase market competitiveness, present-day determinants need to include
numerous factors existing both in internal and external environments. An
example of a narrow approach to competitiveness is its definition taken from
Business Encyclopaedia (1995), which equates competitiveness with adjusting
products to market demands and other entities especially in terms of product
range, quality, price, and utilizing optimal sales channels and marketing
methods. The micro level is related to costs and product quality, which translate
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to required effectiveness and profitability of goods offered, which at the same
time influences the way an enterprise performs in a given market [AdamkiewiczDrwiłło 2002, p. 128].
Literature review and the problem statement. In a global world,
competition is ubiquitous. It covers all sectors of the market economy, including
energy. Porter's Model 5 Powers, incorporated into the company's development
strategy, forces the implementation of innovative solutions. This caused the
author of the article, as an experienced practice, to work with his comments in
this regard. And these good practices are the content of this study.
Research results. Competitive environment. Competitive potential of a
business is understood as the ability perform effectively in a given market.
Competitive advantage can be achieved when the entity enjoys firm competitive
position, which in turn depends on the state of key performance indicators. They
usually cover: an enterprise’s market position, its cost position, brand, and
market embeddedness, technical competencies, utilizing modern technologies,
and finally profitability and financial condition of an enterprise.
The meso level belongs to the middle. By definition it comprises industries,
sectors, branches, defined areas of the economy. One definition of mesocompetitiveness indicates it is the ability to design and sell goods of a given
industry, branch, or department. It is marked by such characteristics as price,
quality and other qualities that are more attractive than the ones offered by
competitors. For this reason this group of factors includes among others
production factors, demand factors, development of favourable sector
arrangement (i.e. supporting and related sectors), and circumstances for
establishing, organizing and managing enterprises [Flejtarski 1984, p. 23].
It is worth noting that the above-mentioned factors are collectively
referred to as Porter’s diamonds and they should be perceived as a system.
Porter himself stresses that competitive advantage that gives shape to
competitiveness of businesses is also a determinant for developing national
advantage. He adds, though, that that they do not fully explain sources of high
national advantage. To become comprehensive the theory needs to include two
more factors. One is making use of opportunities that may arise, faith, good luck,
favourable coincidences. The second is economic policies of a given state’s
government.
The macro level refers to national economies of individual countries. Its
definitions usually include how well a given state is doing in international trade
and particularly how it increases its share in export markets. This level of
competitiveness may be described as the overall business position of a given
country. Therefore, it is its ability to achieve long-term and profitable economic
development. Factors that create such development impact the competitiveness
of entities on the microeconomic level. This is why macroeconomic determinants
include production resources’ size and structure i.e. size of natural resources,
economic infrastructure, labour resources, capital resources, technological
resources and level of advancement, effectiveness of utilisation of production
resources, socio-economic system, and economic policy of a country. The ability
to extend influence over other international economic environment is not without
significance. To elaborate on the issue, economic literature distinguishes between
so-called measure of the ability to compete, which usually include indicators of
overall economic development: rate of economic growth, price growth index,
balance of payments; changes in the size and structure of productions factors:
changes in technological potential; indicators of effectiveness of utilizing
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production factors and profitability measure of economic activities: share of the
economic result in the GNP, effectiveness of using capital, changes in level of
labour productivity; measures of institutional changes determining the freedom
of movement of production factors: market structure, measures describing
relations between capital and work, factors determining trade with foreign
economies; indicators of international position of a given country in terms of
competitiveness: participation in world trade, level of trade balance, terms of
trade indicators [Gorynia, Łaźniewska 2009, s. 70-71].
On the macroeconomic level we can distinguish between national and
international competitiveness. The first one is shaped by internal factors,
whereas the latter on by the structure of global economic forces.
The last two levels refer to regional and global systems. The latter one is
considered as the economy of the entire globe. The first one, however, includes
individual countries and can denote e.g. integrational entities of given countries.
Regional competitiveness is commonly considered as the sum of competitiveness
of businesses working on a given territory. It means that certain features may be
typical of a given region, and they affect the competitiveness of all entities located
in it despite the obvious fact that there may be both business that are and are not
competitive. Secondary or macroeconomic competitiveness, on the other hand and
in the context of international law, denotes activities on the sub-country level that
have important impact for the performance of individual regions.
We can also identify factors that determine competitiveness of business
based on the model of three dimensions; those include: innovation, technological
advancement of a given economic entity, network of contacts and co-operators,
prices and quality of goods and services, availability and methods of financing,
and communication [Nagaj et al. 2016, p. 200].
The scope of individual instrument that allow businesses to compete
effectively depends on the specificity of the industry they operate in. Different
aspects of competitive potential play a key role depending on the industry. The
same is true for the instruments. In different industries not every instrument will
affect operation of business to the same extent. Each instrument regardless of
the extent to which it is used will have the following roles:
 informing about an enterprise’s products and services;
 presenting products and services in such a way as to make it look
attractive and catch the attention of the highest possible number of customers
and/or contractors;
 encouraging to choose the products of this particular business
highlighting its attractiveness against competitors;
 enabling transactions beneficial to the enterprise;
 building relations with clients and maintaining client loyalty [Firlej,
Żmija 2014, s. 37].
If applied adequately, they become the source of competitive advantage.
Difficulties in using a given instrument means basically that its importance for
acquiring competitive advantage is high. This is evident in the data presented in
Figure 1.
According to ME Porter, intensity of competition results from the actions of
the five forces that stimulate it. These include: purchasers’ bargaining power,
vendors’ bargaining power, new competitors as a source of threat, risk related to
substitution, rivalry between established market players [Porter 2000, p. 24].
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Figure 1 – Instruments of market competitiveness
Source: own work based on [Stankiewicz 2005, p. 36]

Competitive forces in the power sector. The above-mentioned factors
determine the potential for profitability in a given sector. The potential’s actual
value depends on how vulnerable it is to new products or substitutes appearing
on the market. With new products, new manufacturers may come and in the
case of the energy sector, these may include for example: prosumers, i.e.
consumers who produce energy for their own needs and for resale. Substitutes
can not only offer wider functionality, but they can also address similar customer
needs, and there may be concerns about the loss of customers who will be
interested in what is offered by the substitute; e.g. renewable energy producers
or prosumers will offer energy with a "green" guarantee, so something which
may be attractive to those customers who attach importance to ecological and
environmental issues. Therefore, close attention should be paid to substitution
products as they are tendencies that foster their exchangeability with products a
given sector in terms of price and efficiency. The emergence of substitution
products is increasing along with maturation of the sector and aging of products.
It is therefore of great important to focus on innovative work that will enable
business to rejuvenate their existing offering, expand customer base, and
diversify competitiveness. Competitive forces in the sector are shown in Figure 2.
The factors that affect the competitiveness of enterprises should be
considered in a comprehensive manner, taking into account also their
interrelationships and interdependencies. At present, the key determinants for a
company are interactive and interrelated. They form a set, or a part shared by
many sets, of synergically interdependent elements that occur in the same
timeframe and often penetrate each other. Such definition reveals the effect of
interaction with competitiveness of a company, which is often used in managerial
practice [Walczak 2009, p. 112-115].
The sector's growth potential and attractiveness decrease with high
pressure on suppliers and buyers, more opportunities for entering into a new
manufacturing sector or the emergence of substitutes, and with strong
competition between producers within the sector.
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Porter M.E. distinguishes between competitive forces that determine the
structure of a sector and determine long-term distribution of profits and variable
factors that characterize the sector, which are called attributes or sector factors.
Therefore, the most important attributes are: current sector size, future sector
size, profitability of the sector.
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Figure 2 – Competitive forces in the energy sector
Source: own study based on [Porter 2000, p. 38]

The size of the sector is determined by the annual turnover of all
entrepreneurs present in the sector and on a given market. It is worth noting,
however, that this is not the value of the manufactured products, but those that
were sold. The future value of the sector determines the development prospects
of the sector’s members and indicates the level of expected degree of
competitiveness. It is useful to analyse the sector’s life cycle and the number of
potential customers based on demographic projections when estimating target
sector size and sales dynamics for individual years.
Another important indicator for sector participants is its profitability, as it
determines the economic sense of staying in the sector. Low profitability,
however, cannot be equated with product life cycle, because even in the old
sectors profitability may be high due to minimal level of investments. The low
profitability may, however, be the result of demand constraints resulting from
low standard of living of a population and will change with increasing national
income. Moreover, in many high-tech industries low profitability is the outcome
of competing for modern technology and spending enormous amounts on
research and development investments.
Another factor determining market position of a company bargaining
power of suppliers and buyers. This position depends on the relationship of
supply and demand. If supply is higher than demand then the market of the
producer is formed and then the bargaining power is greater on the part of the
producer or seller of the product. In addition to the regulator in the form of
supply-demand relations, the factors that influence the bargaining power of a
company in a given sector are:
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− the degree of concentration of the supplier sector relative to the
recipient sector;
− the quality of the final product is depends on the quality of the product
purchased from the supplier;
− the monopolist’s position of the supplier or recipient;
− considerable role of the supplier in generating the recipient’s costs;
− high cost of choosing a new supplier or customer;
− possibility of vertical integration [Gierszewska, Romanowska 2014,
p. 81-82].
Analysis of the relationships between producers and their suppliers and
customers is an vital aspect in the analysis of the sector's attractiveness. It
shows opportunities of shaping some of the cost elements and sources of profits,
it helps identify strategic suppliers and customers, and determines to what
extent they will help or hinder the implementation of the strategic vision of the
business.
There are also a number of factors that influence the value of the sector.
In this context the threat of new producers and substitutes emerging is very
important. The highest threat of new product launches exists in young, highdemand segments where customers have not got used to certain products yet.
On the other hand, the threat of substitution increases with the aging of a sector
as consumers become bored with its products, and advances in technology bring
new technologies and inventions. The appearance of substitutes depends on the
following factors:
− current and future size of the sector - the larger the sector and the
greater its growth dynamics, the greater the threat of new products and
substitutes emerging;
− profitability of the sector – the higher the current and future
profitability, the higher the risk of new products and substitutes;
− barriers of the sector hindering entrance – the weaker the entry
barriers, the greater the threat of external competition;
− possibility of repression on the part of the sector's producers – if
producers already in the sector are able to effectively defend their access by
going to price wars or closing distribution channels, then the threat of new rivals
becomes lessened [Porter 2000, p. 25 et al.].
Particular importance for sector participants and potential investors is
the barriers to entry the sector. The higher they are, the more comfortable
are the companies already on the market and the more difficult it is for new
products and substitutes to enter. The main entry barriers include:
− economies of scale;
− high technological level;
− no access to distribution channels;
− formal barriers to enter a sector;
− customs barriers [Porter 2000, p. 39].
The starting point for determining the fifth (last) component of the Porter
model - competition within the sector - is to describe its structure and the way
competing companies have divided the market between themselves.
Market share analysis provides important information about the degree of
concentration of the sector. It consists in examining the size of companies
operating in the sector. It is also important to analyse changes in the
concentration. These changes may result from companies moving to other
sectors. They may also be the result of low sector attractiveness.
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According to M.E. Porter the level of competition in the sector is influenced
by two factors: intensity and dimension of competition. Competition intensity is
the highest when:
− there are many competitors with similar share in the market and
similar market potential;
− the sector shows little dynamics;
− exit barriers are high;
− competitors are strongly involved in the sector;
− competitors tend to cooperate and do not take action to increase the
attractiveness of the sector [Porter 2000, p. 4].
The competitive dimension is the competitive advantage of the majority of
competitors and the differentiation between the needs of the buyers and ways in
which they are met by companies in the sector. The level of competition is high
when most companies in the sector use the strategy of competing with price and
when all competitors seek to meet the same customer needs in the same ways.
It is worthwhile, however, to collate external and internal factors and to analyse
them in terms of fairness of use and ethics.
Conclusions. The model presented above is a compilation of some of the
most important elements influencing the competitiveness of an enterprise as an
entity that is present in a market environment. It also takes into account internal
conditions inherent in the enterprise itself. It should be noted that external
factors, usually independent of the enterprise, are largely the result of
governmental policies and/or market regulations. External stimuli also depend on
both the general condition and economic situation in a given country as well as
the global economic situation. Internal factors, in turn, relate to management
decisions and actions taken by the company. They are mainly related to the
financial condition of the company and possessed material resources, intellectual
capital, and organizational structure. Internal conditions are inseparable from the
adopted development strategy, management methods, level of entrepreneurship
and innovation, and the quality of the products and/or services offered.
It should be noted that the model does not exhaust the complexity of the
problem in question, but it is a compilation of real premises and processes
present in business practice. It may act as the starting point for further in-depth
analyses within the framework of specific research problems identified for
individual elements or groups. Due to the fact that the specificity of a given
industry or sector always determines which factors have the greatest impact,
relationships and dependencies need to be considered for each company
individually.
The above-presented model provides a general illustration of a crucial
group of factors that have a significant impact on market competitiveness and
are difficult to grasp. They include among others systems and relationships in the
pejorative sense, use of knowledge, unfair bidding, political-business ties,
political influence. They can make a company significantly increase its
competitiveness by gaining additional tangible financial benefits or by allowing it
to unfairly destroy competition. A long-standing observation of reality proves
that these factors can be important to an organization. However, in the this
dissertation the group is omitted in the analyses as without access to such data it
is not possible to evaluate it and draw conclusions.
From the remaining data and measures it will be possible to build and test
a model based on the decomposition principle, so as to assess the impact of each
of these factors on the level of competition relative to other companies.
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It is important to point out that the energy market is a specific one,
because of the importance of energy security for economic development, where
such security is measured among others by the level of demand for electricity. It
is estimated that not supplying PLN 1.00 worth of energy to medium and large
customers generates losses in the economy worth 20 times more [PSE Bulletin
1996, p. 3]. Energy is not only an element of economic processes, but it is the
most important component of consumption.
For many years, even in highly developed countries, the energy market
has often been described in terms of a monopoly market and state supervision.
The roots of this type of monopoly go back to distant times. The emergence of
the power industry and its gradual development were related to the
establishment of an exclusivity on the supply side of services related to the
supply of fuels or energy. It is worth remembering that initially such deliveries
were treated purely as a commodity. Trading energy was no different from other
commercial transactions. Only with time, primarily because of its enormous
usefulness, energy became the primary public goods provided by companies
(privately- but also state-run) of public utility. In recent decades, there have
been a gradual return to market-based concepts.
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